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a 
SWEDEN: KEY ECONOMIC INDICATORS 


GDP BY COMPONENTS VALUE, (1) PERCENTAGE VOLUME CHANGE 
a MILLIONS U.S.$ 7 
1986 + +1985 1986p 1987e 2 
Private Consumption 66,721 oz.7 +3. +5.0 
Total Public Consumption 36,790 +1.9 *4,3 +1.0 
(of which: Central Government) 9,712 +0.4 -0.1 -0.3 
Gross Investment 24,337 +6.3 +0.3 *Z.5 
(of which: Private Industry) 4,178 +19.2 -2.0 +12.2 
Inventory Formation (§ % of GDP) -728 (+0.6) (-0.3) (+0. 4) 
Exports of Goods and Services 43,340 +Z.3 +2.8 ¥2.3 
Imports of Goods and Services aie tue 747 *3.7 +4.0 
GDP 132,747 2.2 a7 $2.2 


TRADE AND BALANCE OF PAYMENTS SEK BILLIONS, CURRENT PRICES 
rr 1585 1986p 1987e 
Exports of Goods, f.o.b. 260.5 267.0 278.8 
Exports to United States> 30.1 24,2 N/A 
Imports of Goods, c.i.f. 244.5 33:5 287.5 
Imports from United States® 20.4 16.7 N/A 
Balance of Trade4 +14,7 +31.8 +29.6 
Balance on Current Account -10.4 +8.5 +3.6 
Balance on Capital Account +32.2 N/A N/A 
Foreign Exchange Reserves 44.6 45.7 N/A 


MEMORANDUM ITEMS PERCENTAGE CHANGE, EXCEPT AS MARKED 
1985 1986p 1987e 
Industrial Production #2.5 41.8 +2.8 
Real Disposable Income (1980 Prices) 41.5 ee 
Average Hourly Earnings in Industry e794 +7.0 N/A 
Producer Prices, Annual Average +5.6 +2.4 eZ. 7 
Consumer Prices, Annual Average +7.4 +4.2 +3.9 
Central Bank Discount Rate, Year-End (3%) 10.5 re N/A 
Money Supply (M3)5, Kronor Billions, Yr.-End 505.6 539.0 N/A 
Yield on Industrial Bonds, Annual Average 13.64 8420 N/A 
Labor Force (thousands), Annual Average 4,367 4,391 4,421 
Open Unemployment Rate, Annual Average($%) 4 ee 2.6 
Exchange Rate®: SEK (kronor) per U.S.1$ 8.59 Ty 22 6.5 


P = preliminary; e = estimate. 


Source, Economic Research Institute. 
Estimates from Preliminary National Budget (PNB), January 1987. When 
Embassy forecasts differ, indicated in the text. 
1986 = January-November. 
Including statistical correction. 
M3 = sum of non-bank public's deposits of all kinds in all types of 
banks, and notes and coins in circulation outside banks. 

Annual averages. 1987, Embassy's prediction. Rate about 1$ = SEK 6.5 
at time of writing (end Feb.1987). 
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Main imports from United States, Jan.-Nov. 1986 (millions of U.S. dollars): 
Machinery, appliances, §& telecommunications equipment, 1,044; motor vehicles 
& other means of conveyance, 312; chemicals, pharmaceuticals, § plastic 
materials, 237; instruments §& optical goods, 170; foods, beverages, §& 
tobacco, 126; Coal §& coke, 66. 


Sources: Swedish Finance Ministry and its Economic Research Institute; 
Central Bank; Central Bureau of Statistics; and Labor Market Board. 





SUMMARY 


In 1986 Sweden's economy grew 1.7 percent to $133 billion. With 8.4 million 
people, Sweden had one of the highest per capita incomes in the world. About 
30 percent of Sweden's GDP is exported, an increase of 2.8 percent over 1985, 
Services are most important, providing 67 percent of employment; industry 
supplied the balance. Central and local government dominate the economy, 
consuming 28 percent of GDP and providing a thorough social support system. 
Over ninety percent of industry and farmland is in private ownership, however. 


The windfalls of cheaper oil and a lower dollar buoyed Sweden's economy in 
1986, but also masked the underlying problems of inflation (4.2 percent) and 
an unstable balance of payments. The balance of payments on current account 
swung from deficit to a surplus, allowing the Government to pay off some 
foreign debt. Foreign debt was $25.5 billion, or about 19 percent of GDP. 

The budget deficit fell to 4.2 percent of GDP. The open unemployment rate 
(2.7 percent) was far below average for industrialized countries. Business 
investments showed satisfactory growth, and average real earnings grew for the 
second year running. Capacity utilization was over ninety percent. 


Inflation and the budget deficit continue as major targets for the Swedish 
Government's tight economic policy in 1987. As part of this policy, a general 
price freeze was imposed in January. 


Radioactive fallout from the Soviet nuclear accident at Chernobyl in April 
1986 contaminated some farming and grazing areas in the northern half of 
Sweden. The Swedish Government took prompt and strict measures, however, and 
economic damage was limited mostly to wild game and berries. Sweden 
apparently does not intend to ask the Soviet Union for compensation. 
Chernobyl also rekindled the heated Swedish domestic debate on nuclear power, 
which is due to be phased out by 2010. 


In 1986, for the first time, U.S. and other foreign banks were allowed to 
establish subsidiaries in Sweden. The Central Bank liberalized foreign 
exchange controls as well. 


In large part, new economic growth in Sweden depends on the continued growth 
of international trade. Although real wage increases are higher than those in 
competing countries, and interest rates are higher also, 1987 promises to be 
better for Sweden than 1986. Moreover, the current account is showing a 
surplus, the budget deficit is down, and inflation is low. Swedish industry 
is profitable and efficient, and Swedish labor highly educated. 


The 25-percent drop of the Swedish krona against the dollar should make 
existing U.S. exports more competitive in Sweden and create new opportunities 
for other products as well. There appear to be good chances for increased 
U.S. exports to Sweden of computers, medical equipment, electronic production 
and test equipment, security items, and apples, pears, cotton, and tobacco. 





CURRENT ECONOMIC SITUATION 


In 1986 Sweden produced goods and services worth SEK 944 billion ($133 billion 
at the average exchange rate of U.S.$1.00 = SEK 7.11). Its population is 
small (just under 8.4 million), barely growing (10-20,000 annually), and is 
concentrated in three urban areas in the southern half of the country (causing 
regional problems in the north). About 4.3 million people had jobs, or about 
83 percent of the men and women between 16 and 64. Sweden is about the size 
and shape of California, but on the same latitude as Alaska. Sweden has no 
indigenous fuels, and must import its oil and gasoline. Hydroelectric and 
more recently nuclear power have enabled it to become a highly industrialized 


country and obtain for the Swedes one of the highest standards of living in 
the world. 


The Swedish economy did reasonably well in 1986, thanks to the sharp drop in 
oil prices, the weaker dollar, declining international prices, and declining 
international interest rates. These windfalls masked the underlying and 
unsolved problems of inflation and an unstable balance of payments. 
Nonetheless, the growth of gross domestic product did not quite reach 2 
percent. On the other hand, the current account balance swung from a deficit 
of SEK 10 billion in 1985 to a surplus of more than SEK 8 billion, allowing 
some amortization of the central government's foreign debt. The budget 
deficit was reduced to 4.2 percent of GDP from 6.6 percent in 1985, and, by 
the end of the year, the inflation rate was just over 3 percent, compared with 
almost double that figure a year earlier. Business investments showed 
continued growth in 1986; real earnings rose; and open unemployment continued 
to decline, averaging 2.7 percent. Currently, capacity use is high, business 
liquidity is high, and there is labor peace (despite patches of high 
unemployment). Private consumption, however, is growing quickly and may need 
correction during the year. 


The present Social Democratic Government does not have an absolute majority in 
Parliament and must seek the active support of at least one opposition party 
for passage of its proposals. Industrial restructuring “in socially 
acceptable forms" is the cornerstone of the Government's policy to consolidate 
and further improve the climate for continued industrial expansion. 
Nine-tenths of business is in private hands. 


Despite the drop in oil prices and a weaker dollar, inflation grew 3.3 percent 
(December 1985 to December 1986), just exceeding a trigger-point which gave 
the unions the right to renegotiate 1987 wage agreements. Faced with this 
prospect, the Government introduced a general price freeze in late January 
1987 which will probably remain in place at least until mid-year. Importers 
are not allowed to pass on rises in suppliers’ prices automatically, an“ the 
mandatory permission required to do so is difficult to obtain. 


The Chernobyl disaster in April 1986 hit Sweden hard both in terms of initial 
fallout and also in the form of reviving the anti-nuclear debate in a country 
which had already voted to phase out its twelve nuclear reactors by the year 
2010. Strict measures were taken to protect meat and milk, which 
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remained safe. Reindeer, moose, lake fish, and many berries had to be 
comdemned. The Government will compensate farmers and the Lapp population for 
most of the condemned food products; it is very unlikely Sweden will in turn 
claim compensation from the Soviet Union, the cause of the losses. 


MONETARY POLICY AND BANKING 


Beginning in late 1985, the Central Bank lowered its discount rate five times 
by a total of 4 percentage points to 7.5 percent. However, interest rates 
rose in reaction to the government budget of January 1987, which contained no 
measures to curb inflation or credit expansion. The differential between the 
interest rate for Eurodollars and short-term Swedish government securities 
held at about 3 percent throughout 1986, or considerably lower than the 
8-percent peak reached in mid-1985. The Swedish krona was strong at the time 
of writing, in early 1987, as evidenced by a strong inflow of foreign currency 
in the first months of the year. If the inflow continues, the Government will 
allow interest rates to decline and thus encourage investment. 


The Central Bank also relaxed the foreign exchange controls (effective in 
1987) by removing the limits on the Swedish commercial banks' spot trading in 
foreign currencies. In principle, the Swedish banks may now borrow as much 
money on foreign exchange markets as they wish. This and other moves will 
help Swedish firms improve their protection against foreign exchange losses. 


Twelve foreign bank subsidiaries, two of them American, were allowed to enter 
the Swedish market in 1986 (branch offices are not permitted). Their 
introduction has progressed satisfactorily save for some irritation over the 
inordinate amount of time and money it is taking to bring them into the 
existing system of automatic tellers. The Swedish Bank Inspectorate is 
ensuring that no discrimination is taking place. 


Foreign debt amounted to SEK 181 billion ($25.5 billion) at the end of the 
third quarter 1986. The total central government debt at the end of 1986 had 
grown to SEK 631 billion ($89 billion) of which the equivalent of SEK 126 
billion was foreign indebtedness (at then current exchange rates). The 
current policy is to avoid any net central government borrowing from abroad. 
There was some net amortization of the central government's foreign debt in 
1986, and, if currency flows permit, a modest drawdown will continue in 1987. 


FOREIGN TRADE 


Sweden had a another successful trading year in 1986 with exports exceeding 
imports by almost SEK 32 billion ($4.5 billion). Half of this was due to 
cheaper oil. Manufactured exports increased more than imports, in volume as 
well as price. There should be another but smaller trade surplus in 1987. 


Exports from Sweden grew 2.8 percent in 1986 to SEK 304 billion ($43 
billion). Manufactured exports grew by about 4 percent, and constituted 22 
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percent of exports (by value). Despite a continued loss of market shares 
following rises in relative export prices, exports of manufactures to the 
industrialized countries grew by 7 percent. The Swedish Government hopes that 
relative export prices will remain unchanged in 1987; this means unchanged 
market shares for the export of manufactures, or a 3.25-percent growth in 
overall manufactured exports. Exports of servic2s, which represent about 15 
percent of the total value of exports from the country, declined by 1 percent 
in 1986 but are forecast to rise again by 3 percent in 1987. 


Imports to Sweden grew 3.7 percent to SEK 283 billion ($40 billion). 
Manufactured imports grew by 3-1/2 percent in 1986, or far less than in the 
two preceding years, when the annual growth exceeded 10 percent. Among the 
causes of the slow growth are that machinery investment (which has a high 
import content) declined and inventories dropped in both trade and industry. 
Also, Swedish firms lost about 1 1/2 percent of the domestic market; price 
increases from Swedish producers have been 2-3 percent higher than 
corresponding price increases of imports. The Government predicts that the 
growth in manufactured imports in 1987 will be about 7.5 percent, due to 
increased inventory buildup, larger machinery investments, and a continued 
high rate of private consumption. 


The United States bought $1.5 billion more from Sweden than it sold in the 
first eleven months of 1986. The United States bought Swedish cars, trucks, 
and machinery; Sweden bought U.S. computers, medical equipment, and 
chemicals. More than half the total number of cars exported from Sweden in 
the first three quarters of 1986 went to customers in the United States. The 
average exchange rate of the dollar against the krona weakened between 1985 
and 1986 by around 20 percent, making U.S. goods that much cheaper for the 
Swedes to buy. This is now showing up in Swedish statistics, which indicate 
that the krona value of Swedish imports from the United States during the 
first eleven months of 1986 declined by 12 percent. 


BALANCE OF PAYMENTS 


Sweden had an all-time trade surplus in 1986, SEK 32 billion ($4.5 billion) or 
about 3.4 percent of GDP. Together with cheaper oil and a lower dollar, a 
sharp fall in interest payments brought the current account from a deficit of 
over SEK 10 billion in 1985 to a surplus of more than SEK 8 billion in 1986. 
The major deficit items are found in net transfers: foreign aid, outgoing 
investment (which may now exceed domestic investment), tourism, and interest 
and amortization payments on foreign debt. Based on a 1987 oil price of $15 
per barrel and a dollar-krona exchange rate of $1.00 = SEK 6.97, the 
Government predicts a decline in the current account surplus in 1987 to around 
SEK 3-1/2 billion. However, since that prediction OPEC, fixed a benchmark for 
oil prices at $18.50 a barrel and the exchange rate has dropped below SEK 6.5 
to the dollar. One rule of thumb says that each dollar increase in the price 
of oil worsens the current account balance by SEK 1 billion; another says that 
a decrease of SEK 0.25 in the dollar-krona exchange rate improves the balance 
by the same amount. These contradictory trends will largely determine the 
current account balance. 





PRODUCTION 


INDUSTRY: Industry accounts for slightly less than one-third of Sweden's 
employment. A hefty drawdown in inventories and a reduction in machinery 
investment limited industrial growth to less than 2 percent. Capacity 
utilization is high, approaching 90 percent toward the end of the year, and 
well over that level in mining, pulp, and transport. If investment plans for 
1987 are realized, capacity utilization will probably inch up still further, 
resulting in an estimated production growth during the year of just under 3 
percent. The “engineering industry," comprising the non-electrical and 
electrical machinery and transportation sectors (excluding shipbuilding), 
accounts for almost half of Sweden's total industrial production. There, the 
growth in 1986 was estimated to be 5 percent, with a similar increase 
anticipated in 1987. 


A cycle of heavy investment in base industry was completed in 1985, drawing 
down the volume of total industrial investment in 1986 by 2 percent. At the 
same time, however, investment in the “engineering” sector grew by 12 percent 
and in 1987 is projected to grow by a further 16 percent in terms of constant 
prices, equally divided between plant and equipment. 


SERVICES: Services accounted for 67 percent of Sweden's employment in 1986, 
in the industries of banking, insurance, medical, and other areas. As in 
other highly industrialized countries, the service sector in Sweden is growing 
in relation to the industrial sector. Unlike the United States, services in 
Sweden tend to be in the public sector. 


AGRICULTURE 


Farming and forestry together produced 3 percent of Sweden's GDP in 1986. 
Grain production was unchanged at 5.8 million tons; the surplus of 1.5 million 
tons was exported only with subsidies of $250 million (of which the Governmert 
paid 40 percent). The 1987 grain crop is forecast to drop to 5.5 million tons 
due to a program to fallow 120,000 hectares. Milk production dropped 4.4 
percent in 1986, but no further decrease is forecast for 1987. Meat exports 
required subsidies of $146 million in 1986. 


Exports of forest products in 1986 earned SEK 48 billion ($6.8 billion). The 
1986 output of sawmill products was 11.4 million cubic meters, with a slight 
drop forecast for 1987. Lumber exports at 7.8 million cubic meters were 
unchanged from 1985. Pulp production dropped 200,000 tons in 1986 to 8.7 
million tons; exports decreased about the same amount to 2.8 million tons. 
Price increases should make 1987 a good year. Most of Sweden's wood imports 
are raw material for the pulp industry. Due to the pinewood nematode, each 
shipment of U.S. woodchips is inspected by the Swedish plant quarantine 
authorities. 
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Sweden's agricultural imports from the United States in 1986 are estimated at 
$169 million, down 6 percent from 1985. They represent 7 percent of total 
agricultural imports. About 10 percent of Sweden's agricultural exports went 
to the United States, mainly oats, cheese, and pork. 


LABOR 


The once orderly collective bargaining in Sweden has become a game of beggar 
thy neighbor between public and private sectors and even among the trade 
unions themselves. Although the Government exhorts both labor and management 
with monotonous regularity to show moderation, wage-cost increases in Sweden 
have exceeded the rates in competitor countries. Wage agreements covering 
1986 and 1987 were reached only after protracted negotiation and several waves 
of strikes in the spring and fall of 1986. The new agreements should give the 
average Swedish industrial worker an hourly wage increase of 7 percent in 
1986, compared with an average for OECD countries of 4.7 percent. 


Most Swedish collective bargaining contracts ended on January 1, 1986. For 
the new round, management (the Swedish Employers” Confederation, or SAF) 
persuaded labor (the blue-collar Confederation of Swedish Trade Unions, or LO) 
that wage agreements should be by industry. The goal is to encourage greater 
mobility of labor through increased wage spread between industries and among 
various job skills. The LO agreed to abandon centralized bargaining but 
promised to coordinate by industry to frustrate employers' attempts to 
increase wage spread. However, all wage negotiations were suspended in March 
during the mourning period for slain Prime Minister Olof Palme. Afterwards, a 
quick central solution seemed most appropriate for a stunned nation. Labor 
agreed to a moderate wage increase of 9.1 percent over two years, and the 
Government promised to provide increased sick leave and child allowances. 


In 1986 the government funded employment packages costing SEK 1.6 billion 
($225 million), including infrastructure development, public employment, and 
investment incentives. About 178,000 persons (4 percent of the labor force) 
worked under tax-financed labor programs in 1986. About 2.2 percent were in 
training courses, youth jobs corps, and relief work. Another 1 percent 
(43,000 persons) received wage subsidies worth SEK 3.2 billion ($450 million) 
to help private industry and local governments defray the costs of hiring the 
hard-to-employ. All agree that the present labor market policy costs a lot, 
and some consider it more than even a rich society like Sweden can afford. 


CONSUMPTION 


PUBLIC SECTOR: Sweden's public sector consumes 28 percent of GDP and employs 
38 percent of the workers. The balance of revenues and expenditures in 
Sweden's consolidated public sector has been in the red for the past ten 
years; the trough was reached in 1982, when the deficit was 6.3 percent of 
GDP. By 1986, the deficit had been reduced to 1.4 percent of GDP, and in 1987 
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there may be a small surplus. The effect on the economy as a whole is 
nonetheless estimated to be more or less neutral in 1986 as well as in 1987. 
Total Swedish tax revenues were above 50 percent of GDP in the 1980's, the 
highest among the OECD countries. There will be a slight increase in 1987, to 
almost 53 percent of GDP, as a result of collection of a claimed one-shot 
“Robin Hood" tax on the assets of life insurance companies. 


The budget deficit continues to decrease. In 1982, the deficit had grown to a 
frightening 13 percent of GDP. The devaluations of 1981 and 1982 caused the 
economy to grow, and thus increased tax revenue. Combined with general 
budgetary parsimony since 1982, greater revenue reduced the deficit in 1986 to 
4.2 percent of GDP; in 1987 the deficit is expected to decline still further, 
to 3.8 percent. Interest payments on the national debt are now about 1-1/2 
times as large as the budget deficit. 


PRIVATE CONSUMPTION: Personal disposable income, adjusted for inflation, has 
gradually increased since 1984 after a succession of lean years. In 1986, 


real disposable income grew by almost 3 percent; an increase of 2 percent is 
expected in 1987. 


Private consumption has risen with disposable income, since the savings rate 
is low in Sweden (the extensive social welfare net makes saving unnecessary 

and the tax system favors the borrower). Retail outlets sold 4 percent more 
in volume terms in 1986 than in 1985, with radio, hifi, and television sales 
showing the steepest increases. New car registrations also rose during 1986, 


and the waiting time for a Saab or a Volvo at the end of the year was several 
months, indicating that car sales will continue to grow in 1987. Since much 
of what the Swedes consume is imported, a close watch will be kept to see that 
the spending spree of late 1986 and early 1987 does not disturb the current 
account balance too much. Private consumption grew by 3.6 percent in 1986 and 
is being allowed to grow tentatively by a further 3 percent in 1987. 


THE OUTLOOK BEYOND 1987 


The future health of the small Swedish economy depends largely on 
international business activity: more than 30 percent of the gross national 
product is exported, compared with around 10 percent for the United States. A 
succession of deficit budgets and foreign loans in the late 1970s and early 
1980s has destabilized the balance of payments. Though the budget deficit has 
been successfully brought down from a peak of 13 percent of GDP four years ago 
to a present 4 percent or so, it will not be possible to maintain this rate of 
decline in the years ahead. To do so would require deep cuts into the flank 
of the Swedish welfare system, and there is no parliamentary majority to do 
this. Budget parsimony will therefore be the watchword for coming years. 
There is a consensus that inflation, partly induced by excessive domestic wage 
growth, must be brought down to levels prevailing in Sweden's major competitor 
countries, but that is proving to be no easy task. The general price freeze 
imposed early in 1987 can only be temporary and is not the answer. Other 
long-term problems are the phase-out of nuclear power (which under current law 
must be done by 2010), and further integration with the European Common Market 
(which Sweden, as a neutral, will not join). 





IMPLICATIONS FOR U.S. EXPORTERS 


The depreciation of the Swedish krona by 25 percent against the dollar will 
make U.S. goods more competitive in Sweden. Not only will existing U.S. 
exports have a new price advantage, but other, more price-sensitive products 
(such as consumer goods) may sell well also. With continued economic growth 
and high consumer spending, Sweden should remain an interesting market for 
U.S. exporters. 


The following markets should offer export opportunities for U.S. firms: 


Computers and data services. This market reached $1.2 billion in 1986 and is 
expected to grow by 20 percent a year. Imports were even higher, estimated at 
$1.5 billion. Of particular interest are minicomputers, microcomputers, and 
multi-user systems. The Swedish software market also offers good prospects, 
with sales of approximately $320 million in 1986 and an annual growth rate of 
28 percent. The market for packaged software is expected to increase 
significantly and account for 60 percent of the total market by 1989. 


Medical equipment and supplies. In 1986 total demand was estimated at $300 
million and U.S. imports at $79 million. Health care will continue to be 
oriented away from hospitals and toward local health care centers. Thus 
demand will remain stable for screening equipment (including x-ray), as well 
as analytical laboratory equipment. Interest remains strong for new 
techniques such as non-invasive biophysical measurement, less harmful means of 
obtaining anatomical images, and improved drug delivery systems. 


Electronics production and test equipment, electronic components, and security 
equipment also offer good prospects for U.S. exporters of quality products. 


Apples, pears, cotton, tobacco, and wood chips. The very limited assortment 
of tree types in Sweden (mainly spruce and pine) provides some opportunities 
for U.S. exports of certain types of hardwoods and plywoods. 


The Commerce Department (at 202 377-4414) and the Agriculture Deparment (at 
202 477-6343) offer a number of export services at modest cost. The American 
Embassy in Stockholm can be of assistance also. The Consulate General in 
Gothenburg will be closed in 1987 due to budget cuts. 
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